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Individuals can usthree commoategorie®ftaxadvantaged accourtspay for certain Analystin Health Care
unreimbursed medical expenses: Financing

May 3, 2021

e Health flexible spendingarrangements(FSAs) an employeestablished benefit
primarily funded by employees throughlaryreduction agreements

e Health reimbursementarrangements(HRAS), an employeestablished benefit
funded by employers

e Health savings account$HSAs) which are paired with certain higlteductible health plar(siDHPs)and
can be funded by individualsyployers, or both

Higibility for FSAs and HRAs tiedtowhethes n i n d employknofietdhieaccountis a benefiThese accounts are
generally part of a range of employee benefits that employers may offer. In contrast, HSAs are notnecessarily provided
through employers (although employers carorporatedHSAsas part of a benefits package). In otherwords, eligible
individuals may establish and contributét8Asoutside of the employment setting orirrespective of being employed.

Thethreecategories adiccounsgenerally share two taxadvantages: (1) employer contributionsifhede applicable,

certain employee atributions) toward the aforentioned tasadvantagedaccowstt a n be excluded from
gross income and frompayrolltaxes and (2) withdrawals fromsuch accounts majrée ifasuch amounts are used to pay

for qualified medical expens€dSAs have additional taxadvantages.)

Each type of accouhtas a different set of medical expenses thatwould be consiflelified medical expenséut all
threeaccountypes generally consider, at minimurnie followingto bequalified medical expenseabe costs of diagnosis,

cure, mitigation, treatment, or prevention of disease and the costs for treatments affecting any part of the body;$he amount
paid for transportation to receive medical care; and qualifiediergcare serviced-or example, costs forambulances,

body scans, and chiropractors would fall within the definitiomedical carewhereapersonalise expenses (e.g.,

toothpaste) and general health expenses (e.g., weggprogramsg)enerallywould notQualified medical expenses include

only unreimburse@mounts (i.e they do notinclude amounts paid by insurance companies for medigal care

Outside othese general similaritiethethreecategories afaxadvantagedccounts have many different featufesatures
specific to each accouoategoninclude eligibility, the qualifyinghealthnsurance assiaded with the account (if any),
contributionlimits, the types of medical care considegelifying medical expensebe ability to carnoverfunds fomone
yearto the nexthe ability to invest account balancasd the extentto which funds are available to an individualupon
termination of employment.

For context, the 2017 Bureau of Labor Statistics National Compensation Survey estimaite@Qhat approximately 53%

of privately employed individuals with healthinsurance had an FSA, approximately 10% of privately employed individuals
with health insurance had a plan with an HRA, and approximately 21% of privately employed individ uadsaltith h
insurance had a plan with an HSPis is the most recentyear whichthesedataareavailable.

This report provides a brief summary of eachadxantaged account for health care expenses, highlighting key aspects
regarding eligibility, contribtions, withdrawals, and the treatment of unused balances for that particular account, as wellas
data on availability and use. It also provides a-<iglside comparison of these accounts along related topics.
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Introduction

There are three coadmomtegead gowacdesndDd that indiv
their health care costs

e Health f1exirbrlaen géchnS%us jsn g
¢ Health reimbursemedt arrangements ( HRAs)
e Heht h savings “accounts ( HS As)

Developmentally, these accounts deeec bagfedvhat di
provisions$ hen®bwdadePi.flc@® G0 fichohd?i7f8i e(d t he tax tr e a
e mpl oeyreeef ibt s provi-dedud hr ®m gdag mmeedcmheanntiss m e mpl oy e
use to of fteaaxds avhapgefdyt © ft 0.>HRhAsi riv eefnifpmlaodp @ lelsy
through asedt byetheldntel R&n) PWeDRemnch ¢ thkenr, vi c e
Congress and t hedilfRiBd thaatee g ontintbld itohhee HRAs 1, o f
incentivizinegx peampdhipnygéay sir laintdy t o of fer "HRAs to t}
HSAsefaéerst authorized in the Medicare Prescript
Act ofP. 2L0-0 MWD at bwealyp people save and pay for uni
expe,suuesh as health insurancepacyonsetntsslpasminmgm c(®e . g .

1Tofacilitate easy reading, this report often uses the taxwounto refer collectively to both certain taadvantaged
accountsand certain tavadvantagedrrangements

2 Flexible spending arrangements (FSAs) also may be offered for depesatergxpases. T his report covers only
health FSAs and often refersto such arrangements simpigAs

3 Multiple types of health reimbursement arrangements (HRAs) exist. This report covers group health plan HRAs,
gualified small employer HRAs (QSEHRAS), indivalucoverage HRAs (ICHRAS), excepted benefit HRAs, and
retireeonly HRAs.

41n addition to these three account categories, there are Archer medical savings accounts (MSAs). Iiggrezral,
MSAs can be thought of as an older, mrgstrictive version of IBAs that are similarly paired with certain high
deductible health plar(siDHPs) Snce December 31, 200ihdividuals generally have not been able to opew

Archer MSAs except for limited instanceAs a result, few Americans currently and actively ctnte tothistype of
accountin 2018,4,495 taxformsreported an Archer MSA that received employer contributions and 13,22drrax
reported an Archer MSA that received individual contributi¢imem a budgetary standpoint, the Joint Committee of
Taxation estimated Archer MSAs would reduce federal revenues by less than $50 million from 2020 through 2024.
Due to their limited use, Archer MSAs have been excluded from thisreport. 26 U.S.C. §220; Internal Revenue Service
(IRS), Statistics of Income2018Individual Income Tax Returns Line Item Estimatesblication 4801 (Rev. 09

2020), p. 192, anttps://mww.irs.govpubirs-pdf/p4801.pdf and U.S. Congress, Joint Committee on T axation,
Estimateof Federal Tax Expenditures for Fiscal Years 262024 committee print, prepared by Joint Committee on
Taxation, 118 Cong., 29sess., November 5, 2020, J@8-20, p. 20.

5 The Revenue Act of 1978 did not define the specific benefits that could beawaitigble under a salameduction

agreement. The IRS first formally acknowledged FSAs and discussed the rules around such benefit in the context of

salaryr e duct i on a grlatermakRevenue Serwice N&\S Releas88#R22, Announcement 824,1.R.B.

19841 0 , 39, January 1, 1984; and 1 R&eralRefistet93A1rMay7t1884nt of Ca f et

6IRS “Part I T1T1: AdministratiHea] thr Red dibrua Is .o nidotick 2Q0@2rsrcacnl g eammeenotu
45, athttps:/mww.irs.govpubirs-droph-02-45.pdf Hereinafter, IRS, Notice 20025.

7" QSEHRAs were established by Congress in2t#Century Cures ActP.L. 114255, which became law in 2016,

and ICHRAs and excepted benefit HRAs were established by the IRS through regulations issued in 2019. IRS,

Department of the Treasurigmployee Benefits Security Administration, Department of Labor; Department of Health

and Human Services, Centers for Medicare & Medicaid Service
OtherAccountBa s e d Gr oup &dFPedédralRegiste?8® 34, "July 20, 2019 (hereinafter .
Rei mbur sement Ar r an geRnSt47which included targuageesimitar to theS%@entury Cures

Act QSEHRA language, 3. Congress, House Committee on Ways and Meéams|l Business Health Care Relief Act

of 2016 114" Cong., 2%sess., June 21, 20118,Rept. 114634(Washington: GPO, 2016).
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and services mnot covered byeidnusdutaisgidtahes s When ¢ om
( HDHMHsSS)As areoenseod dhe primadrylveempeth ofreponwhaeamee
of the initial coatrse Pobacedilbmwz ¢pdr onmeodiirecs anlm e cea rceo s
conscious behaviors.

Not withstsandtitngicettsh,d itslteo atunra scenosfitdeer ed t oget her d
their sugnh lmaot gibdhdinct ipeaayl )f or unr ei mbuhressexd medi c a
advantaged hssttatuscst,urand

Individuvadmrel ggnbltal ty partoniproaghnt ESAs emp HR
T h eascec otuynpt isacrpeh F yr aonfgea of employee beneflIns that
genermpll,oy ek $Aso fafnedt HRAs i n -sapdodnisheredd h oi msnmpd aye e
coverage orfasihimettedbedh¢ ohurnhwesance coverage.

I'n c oHS Asa satrcee snsoatr inleyh rporungyhi ddeadr s (alt hough emplo
include them as palrnt ootfh ear bwmredsi,t se Ipiagcikbalgee )i.ndi v
contr iHE WAWset ¢§ bpde of the employmemnng seh$tAsmyge dr ir
ae pairediwi HAOHRs r t

Alt hotigknwpobfdedred alongside hheeaslhtrhe ei ncsautreagnocra e
of aaxd vant a g eddo ancocto ufrutmsc ttilo ni ns keance coverage, i
en@pmper at hawaloluyn,de stmor e s i maidl vaarn ttaog eod hsearv itnagks ac c
e .ingd.i,v redtuiarle me n h g4 Opfsndthsa hr a ddhteiadt &l i ns urance ¢ o
or ¢ xaafmapalrei,n di a n d it a dic Ypiddouyaelr ) est abhlishes the a:
ondutridns are puwtndi mwtid htdraa swadc akemt(cowt lofigt he ac
her e 1 sTha rbea laarbecowehfo.h@as e s t a b1 w& kamamd iawicdouvanlt ,( or

mpVer) cammncecsdawmtbhienhcontri bhhdmoal cam be made,
ontribhuwhdt circumstances wwidthhxd v @ meaxdigsete afno rb e m
mccount . Such r1Asl essti hvha,rtyh rbeye accact beugnmbtr i € s r ot a c c «
ax implications.

~® 00 ~0 M~

g pporraavi des a ybroiffedfxdscuhmmagdwnrt health care exp
hlighting key aspects regaygadhidhg ¢t egtbnelitt y,f
sed fthad amkaets paad iwdidlaa @ar caowanitlta baillsiodca y and v
visddlsgs iade comparisoandfcohesse tbeofimltlsowing t
account , contributing to an account, wit hdra
oTulmet t able generally eimtcelds dbewsdtthhoef itnlf e rrmeap o rotr

oo e
oS B =
o = 0q =

o

He a IFtlle x i bl e ASrpreanndgiennge nt s

Health FSAsesatrebbmphbgechbmhefse¢ emphmhadamaeal for

expens ecuss.uaFiSbdyn ded byt emepsd plyreeedsuc t i on agreement 1
cafetmaciaaf eptl eaa li lae yw laonyoeheoso s e bet ween cash (typic
their pantdhketeifoakle) or a( inmontthhixsabdas benedntrib

8 To be pairedwith a health savings account (HSA), the HDHP must meet certasheoisty requirements, including
having a high enough deductible. Specifically, the HDHP must (1) have a deductible above a certain thresbold ($1,4
for single coverage and $2,800 for family coverage in 2021), (2) limibéytocket expenditures for covered benefits

to an amount below a certain threshold ($7,000 for single coverage and $14,000 for family coverage in 2021), and (3)
cover only prevetive care services and telehealth services before the deductible is met.
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FSAFS Asls amd unipdnelempliovoeat ribtilni © nistnhset anc e,
employee does not halve d¢hehchonizenbrt aveahl ¢ alkarb

Employee and employer FSA cont isi bwuatgieohnesa rafiroer ee x ¢
arneot subject to fedéral income or payroll taxes

Eligibility
FS/Aseneamntvlayidabpecurrentfh empllofyemtghb sn Sd i f

employed amdivodual sgible t o Aslsltna bolfifsehr ianngd tchoi st
benefit, employdoanamayyx ld gtinbtbsl i $ I a ddyjiuti r e me

Qualifying Insurance

FSAs geameef B¢t gyd al o1 psoind e reendp lhoeyaelmtpl oiymsesr anc e,
typicablty rdgait swdnr oll 4smotnbeorendplgayarp health i
covge d(aonry s pecific toypleroft oc @ w&Eondpgl cojyneirnsh emaFyS A.
choose to limit FSA eligddhyt h o somsppyomtsdidorseed epnlpaln

Contributions

FSA contributiomploypame da(cidareet,i bnytasla ggarsye epmer t o f

cafetaenreijap lpolyers (i1.e., mnonelective employer ¢ o1
bot h.

When FSAs bay ee nfpulnodyeede sc amfse tpamita opfl an, employees
amount to contsprbat et dotohydeilchsitsa Rntbumés e kb hy ou't

of the ’@ompltayxeesncome on a prorated basis throug
these withdrawals equal.s Itnheg etnoetraall ,a ntnhuea Ic oenl terc itt
cannot be chan¥PBhe dmmauxmn @ mohien ty e@eanr e mpl myee can ¢
health FSA i, t$hRo uw/gshd eimp 2d0y2elr s ‘tay establish a |1

9 As an example of a cafeteria plan, instead of receiving a full salary (say, $40,000), an employee may elect to receive a
reduced salary of $39,100 (subject to federal income andpésxes) andto apply $900 to a benefit (not subject to, or
excluded from, federal income and payroll taxes), such as an FSA.

10 Contributions to FSAs offered through cafeteria plans arest@mpt under Internal Revenue Code (IRC) §125.
Nonelective emplyer-funded health FSAs are taexempt under IRC 88105 and 106.

11 seltemployedas defined in IRC §401(c).

12In the event that the FSA is not offereddisnited excepted benefias often is the case, employees would be

required to enrollin an employeaponsored health insurance plan.FSA is considered to bdimited excepted

benefiif the FSA satisfies the following requirements: the F8Anust be offered alongsideagip plan health

insurance and (2nustprovide a benefit that isatosttwotine s a n e n r -setuttioreamoeunt26:CIFRr y
85498311 (¢ ) (3) and Internal Revenue Service (IRS), “Applicatio
Affordable Care Act to HRAs, Health FSAs, and Certain Other Employer Healthcare ArrangeriientSio t t5¢,e 2 0 1 3
athttps:/mww.irs.govpubirs-droph-13-54.pdf

13 Proposed Regulation 26 C.F.R. §1.126).
14 As an examplean individual may be allowed to change contribution amouneswhere is a change in family
statusIn light of theCoronavirus Disease 2019 (COMID®)pandemic and recession, Congress created a temporary

rule that may allow employeesto make midyear changes in their FSA contribution amounts (for plan yeans ending i
2021). For more inf or memporaryCOVIDPIIFIAiRueSa tielxitt yb,o xs.e e t he “

®Such amount is indexed for inflation in future years. IRS,
Procedure 202@5, athttps://mww.irs.govpubirs-droptp-20-45.pdf(hereinafter, IRS, Revenue Procedure 205).
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Emp 1 oaylesrosp r o widdld tcioonntarli, b stuibgres t t oflcrergwdh 11imit
casmployers deter mochec dnipd © y mo u e o nwirad bindkd ons and
amount in addifstcomttrd btulee oamphlo wddpolcbsy dmowta r ¢

t he emnspladyae ) .

The total FSA amounte mpulsoty ebees mmatd et haev asitl atbtd eo ff ot 1
whet her the contributiohlher ac xtaaskel e mgvlhtofeoeughout
eledd contribtutse beE2,h4e4m0 FSSA forif aF gAveantpd amutyica
were paowmt bhy abans i wo uctahnetel$i2dpbdtoy emont h t o t he FS.
empl wpadd be able to access all $2hdW@hom the f
s hweouhwe ontributed only $200).

Qualifying Medical Expenses

I n genemalls, cFaSné\nbfem ru suendr e i mbur sed payments of qu
expenses 1incur rtehde beyisptl bog @atshpel osyhepgd,o n; & wtdlr es
emploosyerdepehidledten ygengenotfhadmge2nd of the tax
FSA lqiufai ed medicadllexpembhadisceallc |[cuadteer maldeRe venue
CodleRGectiof sZMe3dd(idc)al Care and Qu/ableilfaiedl Me di c al
menstrual &FSAeqpabidficeaddmednet al neffqprd stshasnount s
reimbursement of healttchcmne ucaveragamri hensg ¢ 1 @
coveredounmdear haealth plan.

f medical
r may dis
hwai¢chparea
ne2l3(d)

Employers may restrict certain types
eligible qualiflf%Fcodr medimpdle ,e ame msmed o
reimbursements for expensmsenassemctihao

0
y e
ed
othecwnsda daaimddfyging medndelk ¢ RCe Sexpdo

16 For the FSA to be considered a limited excepted benefit, employer contributions cannot exceed the amount the
employeecontributes to the FSA, unless the employee contributes less than $500 to the FSA, in which case the
employer can contribute up to $500.addition, FSAgypically aresubject to the same contribution nondiscrimination
rules applicable to accident or hdmplans generally. SpecificallfzSAs are subject to the nondiscrimination rules
under IRC8105(h), which state that if a selhsured plan offers takree benefits to employees, the plan cannot
discriminate in favor of highly compensated employ&eadiition, when offered through a cafeteria plan, FSAs must
satisfy cafeteria plan nondiscrimination rulesRC 8125(b), (c), (e), and (g)26 C.F.R. 854.9831(c)(3)(v)(B);
Proposed Regulation 26 C.F.R. §1.12§).

171n this context, the termependenis as defined for tax purposes.dependenis either (1) a qualifying child or (2) a
qualifying relative. There are sever alsqulidyingchildoro det er mi ne w
relative. For more information, see Appendix ADRS Reort R44993Child and Dependent Care Tax Benefits: How

They Work and Who Receives Thd@machnically, the individual must be either(h)¢ t ax payer (2dJandependent o
individual wham the taxpayer codlhave claimed as a dependertept that (a) the individualas gross income that

equals or exceedbe personal exemption amount ($4,300in 2021, accordingto the IRS), (b) the indilédualjoint
return, or(c) theindividual (orhis/herspouse, if i 1 ing jointly) could be c¢claimed as a d
return] RS, “Healt h SavingsFaAcocroeudn tHse Rublication@6PRebruaryTh 2021.

17, athttps://mmww.irs.govpubirs-pdf/p969.pdf (hereinafter, IRS, Publication 969). Gross income amount for 2021 was

published in IRS, Revenue Procedure 2820

18 proposed Regulation 26 C.F.R. §1.126)(2).
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Medical Care and Qualified Medical Expenses

All categories of accounts discussed in this report allow-tabvantaged withdrawdlsr qualifid medical expenses
and all three referto the same definition ofnedical carthatis used for the medical and dental expenses itemiz
deductionto determine which withdrawals are consideredqualified medical expendéis definition ofmedical care
is at Internal Revenue Code (IRC) Section 213(d). Put simply, items that would qualify for the medical and g
expenses itemized deduction generally would be consideualifying medical expesfee the tax-advantaged
accountsdiscussed in this repor

The definition ofmedical carat IRC Sectior213(d) does not provide an exhaustive list of all items that are
considered medical careather, it provides a broad definition of the terrmedical careo include amounts paid fof
0t he di ag nigasidnstreatnent,rolepreventiorn of disease, or for the purpose of affecting any structy
or function of the body.o6 It also includes certa
insurance and qualified losigrm-care costs, ad limited amounts of longerm-care insurance premiums. As this
definition is interpreted, costs for ambulances, body scans, and chiropractors would fall within the definition
medical carevhereas, in general, personade expenses (e.g., toothpastedegeneral health expenses (e.g.,
weightloss programs) would not. With respect to the Coronavirus Disease 2019 (COY®) pandemic, persona
protective equipment, such as masks, hand sanitizers, and sanitizing wipes, is considered within the definiti
medical card such items are purchased primarily to prevent the spread of CO¥YfD

Certain accourdspecific rules may prevent portions of the IRC Section 213(d) definition from being considerg
qualified medical expense for that particular accouat.¢xample, for health savings accounts (HSAs), qualifieq
medical expenses include all amounts paid for items under the definitioredical carestablished in IRC Section
213(d) but generally exclude payments for most types of health insurance prenfiuohk.partial uses of the
definition ofmedical cargary between the categories of accountsand are noted throughout the report and in
Table 1.

The Irternal Revenue Service (IRS$ued Publication 502 provides more detailed information aboutwhat
generally is and is not considered medical care under the medical and dental expenses itemized deduction|
such, Publication 502 also indicates which iteyagerally are considered a qualifying medical expense for purp
of the tax-advantaged accounts discussed in this report, though it does not incorporate any acsmesific rules.
Furthermore, even though Publication 502 indicates that @hercounter medicines are not considered medical
care for the medical and dental expenses itemized deduction, such medicines are congidelifdng medical
expensedor purposes of the taxadvantage accounts discussed in this report.

Source: IRC 88213 and 223; IRBmounts Paid for Certain Personal Protective Equipment Treated as
Medical Expenses6 A n n 0 u n c-&,atbtips/wewdrgbgubirs-drop/a-21-07.pdf a n dMedlidalS
and Dental Experesd Publication 502, Januay 2021 at https://www.irs.goygubirs-pdffp502.pdf

Notes: Although IRS Publication 502 includes a list of items that are considered medical care, the list ¢
not include all possible medical expenses.

Treat ment of Unused Balances

Participation in a health FSA is tied to

mont hs a

a

nd
as part of tah ec acfngptleoeyicarl py amnst select one
fo

options

e Employees fbalfandwhuinuhs e dh etnh er eevieprito y e r

e Employees ‘gracgiopfemipinds ot hs after the

plan year. Employees can be reimburs
additional time. At the end of anhde g
revteor tt he emplowmedi chRdr expeamples, i ncu

19 Employers are permitted, but not requiredatiow military reservists called to active duty to receive some or all of

the remaining funds in their accounts.
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2021, could be reimbufroadeadn Deeroymmb S8 A @O020r ibut

plan year

e Employees may carry over a limited amount of

next FSA ptloan$ 5y5¢0a ri n( 2p°2 0 contributions)

gemplra®awhbeave stfloaifteifAbbsl anseme instances
dividuals may be able stthrmatgdhi Concsodd dat odt Da
dget Reconciliat icoonn tAicntu aotf?loln9 8c50 v(eG aBgReA.)

Temporary COVID -19 Flexible Spending Arrangement Rules

Congress established temporary rules to address hbe/COVID-19 pandemic and recessiompactedflexible
spending arrangement§$A%. These rules were included the Consolidated Appropriations Act, 202P(L. 116
260).

Under these rulesemployerswho offer FSAs to their employeeare allowed, but not required, to providany of
the following flexibilities:

e Allow employeesto carry over unused=SAbalances froniFSAs thaendin 2020 or 2021
e Extend grace period from 2% monthsto 12 monthsfor FSAs thatend in 2020 or 2021

e Allow individuals who stop participatingin an FSA (e.g., as a result of terminatioajeimdar yea¢CY)2020
or CY2021 tocontinue to access unusbkdlanceshrough the end of thepplicable=SA plan year

e Allow employeesto prospectively modifytheir contribution amounsin the middle ofa plan yearthat ends in
2021

Source: | RS, 0OAdditional Rel i ef -f®) \Cmodem alvli2xr5 sC afi g
202115, athttps://www.irs.gogubirs-drop/n-21-15.pdf

Notes: For an overview of how FSAs calibe impacted by the COVIEL9 pandemic and recession, 8RS
In Focus IF1157@potential COWUI® Impacts on Health Flexible Spending Arrangements (FSAs) and Reg
FSA Changes

Dat a on lAivtayi laarbd Us e

I an emphoyegponbibdadsaens year having withdrawn
contrthuet e dgpelnoeyreael l y cannot be charged for

Ab ou't 16% of nonfederal public and private

20T his amount isindexed for inflation He employer may specify a lower carryoveramolnR S, “ Sect i on

Cafeteria Plans-Modification of Pe@missive Carryover Rule for Health Flexible Spending Arrangements and
Clarification Regarding Reimbursements of Premiums
Notice 202033, athttps://mww.irs.govpubirs-droph-20-33.pdf

21 Generally, a former employee would be able to sign uCtorsolidated Omnibus Bget Reconciliation Act of
1985(COBRA) FSA coverage if the former employwereeligible for COBRA coveragethe forme employer were
subject to COBRA coverage requiremerdsd the following criteriaceremet:(1) the FSA was offered as a limited
excepted benefi{2) the maximum annual COBRA FSA premiuvasequal to or exceedithe maximum FSA
benefit; and3) the amouban employee would pay in premiums for the COBRA FSA covenagdess than the
balance in the FSA26 C.F.R. §4.4980B-2. For more information o@OBRA continuation coverageeeCRS Report
R40142 HealthInsurance Continuation Coverage Under COBRA

22 Gary Claxton et alEmployer Health Benefit&aiser Family Foundation, October 3, 2018, pp.-22B, at
http://files.kff.orgattachmenReportEmployerHealth-BenefitsAnnual Survey2018(hereinafter, Claxton etal.,
Employer Health Benefit2018).
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Based on the 2020 Bureau of Labor Statistics Na
of privately employed individbndsvihduadatsc ceenspsl otyo
largewemormstihke ltyhose employgeHauwne¢ osdmdider firm

e mp |l owyietehs hi ghemo wa glehskme [tyh o s e wtiaa hh al wewoearc cweasgse s
F S A%

With respect to2PSA Bartiaami pat iLeahompnlSes 68t ont ic s
Survey fagpwmd xtil#aato £ 1 pr P%ately wimpH olyeal tilmdiiwsd doa
hadF8An 2XMijp7r.i vately e mpelmrycldl eHd HiPmw ampoprr ok i mat el y
66% haHSAnOfivately e mpelnoryoeldl2HiP d iaypipdwax%hmadt el y 37
ai¥ S.A

Health Rei mbhmumrsmegnemdnt

HRAsr ¢ e nepsltoaybalci ¢ dittehdttasn bt oupa&yd or reimbaorse e mpl
former employees for qualified medical expenses
pr e miHRmss. u FISiAlse andr BESAuanded solely by employers
contributte to HRAs

Ther €itwyg pcHR A f

e Group he al Ashw hpilcahn aHRe agpraoiurpe dh ewailtthh pl an (e
empleyomsored® insurance)

e Indi vidual coverawgwhi HRAsr ¢l CHRAs¢Jd with indivi
coveage

e Qualifiethplmuttit HRAs wi iQSaFhHRyAs )of fered by s mal
e mpl oaynedrpsa Wl e wmit thi mum es s e&htial coverage

23 Claxton et al.Employer Health Benefit€018.

Bureau of Labo rTae4a.Financidenefits: AcBEsSrivatel ndustryWorkers, March 2020 i n
National Compensation Survey: Employee Benefitsin the United States, MarchBa0&in 2793, September 2020,
athttps://mww.bls.gouwicsebsbhenefits2020employeebenefitsin-the-united statesmarch2020. pdf#page335
(hereinafter, BLS, “Financial Benefits?”)

252017 isthe most recent year with available data. BlsBjonal Compensation SurvéBenefits Series 1Ds
NBU21500000000000020422, NBU21500000000000020423, NBU215000000000000204 32,
NBU21500000000000020433, October 4, 201 &tads:/mww.bls.gowicsebstlata.htm

26 HRA contributions are taxexempt under IRG8105 and 106.

2" These HRA types may be further structuredin an f¢8Mpatible way (e.g., limitedurpose HRA). As such,

employers could offer a limitedurpose, individual coverage HRACHRA). For moreinformation onthe HSA

compatible variantsdi R A's , see the text box tit leddv a“nH SaAg eldn tAe mr a aatg e one s t vei
u n d Health“Savings Accounts

28 Group health plamefers toplans offered through a plan sponsach asan employepr a union

29 Individual coverageefers to plans thandividuals and familiebuy on their own (i.e., not through a plan sponsor)

Formore information on the plans t haQualégyinginsbrancep”™a i red wit h t he
30 Minimum essential coveragas the term is defed at 26 U.S.C. §5000A(f); 26 U.S.C. §106(dpst types of

comprehensive coverage are considered minimum essential coverage, including public coverage, such as coverage

under programs sponsored by the federal government (e.g., Medicaid, Medicare),sssprmlbte insurance (e.g.,
employersponsored insurance and individual insurance).
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Eligibility

Ex c e pQS EfHRrAsr catwd ey HRAge¢ n dHRwAdvlayi 1l abl andof onmerent
employees whosthedmpdBiEtHR As odfrfeemrbhyac hablat
employees of small bDuRenomdegs HRAf combhgathinltalleam

former employees of e Spldiypdrmnypdadfdiadamangt tdhhig ibbeln
to establish amMd contribute to HRAs.

Qualifying Insurance

Gene,HRIAsy mus tr eqa hee t Hgtalcso vweer esdi munldtiavniedouu s 1 y ¢
certain type of healtht hnphba aSdBARAndsd CHR A( gr ou
(2) be provided imnd omfofreer dd ma- @walg smmadnenccermp bk @y @ @ «
(excepteds)Rert cofnidHR AHRAdo not need to satisfy eit!tl
For those HRAs ihnh etahlet hf iirnsstuirpa antocker wodhaye ertd gae i vi dua
c ane breodloleesd nos a mdeedly t pepmeccnidfsiha r emg i r ement s (e. g.
havegha ehndoeudguhc;t n blia®pd ds to be a specified type o
health plan, indivaddatlt heotvepagepeMéidng aom )t he

Generally, individuals with group health plan H

emplsyoems or e da ncdo vienrdai glaQdHRaAk s mwrsothlbeed ein individu
coverage. Individuals wimtimi @S EHRIAsscepprsta pbe e nr o

generally includes most t ygpreosu po fc ocvoempargeeh e ni snidvi ev i
cover age,MeMd 3aci alr e

Exceptbenefit HRAer emdsdal b psoindeo reendp lhoSyachit ha ri ns ur a
to Fdnpd ogeensnot by qtuaawendr ol l 4HdSsmomboremdp lgayerp hea

insurange i(@oyesgpecific type of coverage) 1in ord
HR A3

Contributions

Only employBRA ontanilmaekmodnds HREsHRAx eapdpt ed
benefit HRAs, there are no s tidhtouwepwregrmpdoentt ari b ut i

31 seltemployedas defined in IRC §401(c).

2For information on the types of plans in which an individu
Typesof MinimumE s s ent i al Co v e r sgathttys:/vivm.irsiawtubirs-drop - D7-6 7. pdf
(hereinafter, IRS, Notice 20187).

Bl RS, 1t He Rei mbursement Arrangements. ”

34 HRAs generallyaresulject to the same contribution nondiscrimination rules applicable to accident or health plans
more broadly Specifically, sefunded HRAs are subject to the nondiscrimination rules under8RG (h).IRS,
Notice 200245.
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t hos e HRAsvetrheadt irnedqiuviirdenal s t o be simultaneo
t

h insurance coverage, 1individuals must be
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Treat ment of Unused Balances

Unused balances dnmraohme aclalr rtiyepde sf oorfwaHhRdA, t hough e
aggregateB@Qamoow@YEHRAoOuNnt s ¢ o usnutb steogwrserndt tyheea r

35|RS Notice 200245.

36 Such amount is indexed to inflation for future years. 26 U.S.C. §9831(d)(2)(B)(iii) and IRS, Revenue Procedure
202045.

3726 U.S.C. §9831(d)(2)(D)().

38 such amount is indexed to inflation for future years. 26 C.F.R. 8549881 ) ( 3 ) (vi i irIl:B) and IRS, “ P
Administrative, Procedural, and Miscellaneet®6 C.F.R. 54.9831 , Special Rules Relating to Gr
Revenue Procedure 20438, athttps://mww.irs.govpubirs-droptp-20-43.pdf

391RS, Notice 20045.

40U.s. Government Accountability Office (GAQFonsumer Directed Health Plans: Health Status, Spending, and
Utilization of Enrolleesin Plans Based on Health Reimbursement ArrangenG&®10-616, July 2010, p. 7, at
https://mmw.gao.godssetgao-10-616.pdf

41In this context, the termependenis as defined for tax purposes. See footrigte
425 ¢ eMedical Care and Qualified Medical Expenses
43|RS. Notice2004 5, and IRS, “Health R@i288B&r sement Arrangements, ”

Congressional Research Senice 9



A Comparison of Tax-Advantaged Accounts for Health Care Expenses
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Basetdhen20ldLBboeafitatis teincssa tNiaotni oSnuarlv eCyo,mpa ppr o X
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t hat, yaepaprr oximately 6% of emrriovlaltetdDHiPheandpdarmy ed i nd
HRA nadpproximately 15% of penrvaltleeldyh aedmnpddd HFERIA.i n d

Data on QHBRHARAsd, exceptedrlehemit el RAdsfethostehe
HRA s%pe

Health Savings Accounts

HS Aanottlyprt aasdfvant a geadr ea cpcadumtd wir oN nHBHPAsduad &
with waywsaplafpor unr ei mbur s dnrthé étehcea lo tehxepre nascecso u n t
discussed in tfthars HShsoatt ,c cerdtiign e h ihteganl tahn e mp 1 o

44|RS, Notice 201767.
4526 CF.R. §54.98311(c)(3)(viii)(B)(2).

46 Not all employers are subject to federal COBRA coverage requirements. For more informaDioBRA
continuation coveragseeCRS Report R40142ealth Insurance Continuation Coverage Under COBRA

47 Unlike HSA-eligible HDHPs, HRApaired HDHPs do not have to satisfy any requirements (e.g., have a high enough
deductible). In other words, HRAs can be paired with plans that are not HDHPs, as such term is used for HSA
purposes.

48 The source did not discsiHRAs offered with a notiDHP plan Gary Claxton et alEmployer Health Benefits

Kaiser Family FoundatiorQctober 8, 2020, A 33, athttps://fileskff.org/attachmenfReportEmployerHealth
Benefits2020-AnnualSurvey.pdf(hereinafterClaxton et al. Employer Health Benefit020).

49 Claxton et al.Employer Health Benefit§020, p. 134.

502017 isthe most recent year with available data. BlsBional Compensation SurveBenefits Series 1Ds
NBU21500000000000020422, NBU21500000000000020424, NBU21500000000000020432,
NBU21500000000000020434, October 4, 201 &tads:/mww.bls.gowicsebstlatahtm.

51 QSEHRASs were established by the®Zlentury Cures ActR.L. 114255), which became law in December 2016.
ICHRAs and excepted benefit HRAs were established inal ffute issued on June 20, 2019, by the Departments of
Health and Human Services, Labor, and the Treasury. The final rule generally applies to plan years beginning on or
after January 1, 2020.

52 For more information regarding HSAs, S8BS Report R4527 Health Savings Accounts (HSAs)
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Temporary COVID -19 Health SavingsAccount Rules

Congress establishetivo temporary rules that sought to address how the COVHR9 pandemic and
correspondingrecession impactetHSAs and the higleductible health plan@DHPs) that HSAsare paired with
Both rules were included in theCoronavirus Aid, Relief, and Economic Security ACARES Ag P.L. 116136).
The first rule specified thadSAqualifiedHDHPsthat begin on or before December 31,202re allowed to
cover telehealth services before the dedudtihas been metThis requirement applies to telehealth and other

%An individual s ability to continue contributing to an HSA
eligibility.

54 Disqualifying coveraggenerally isconsidered any health plan that is noHDHP and that provides coverage for

any benefitovered under the HDHP.

55 Cost sharingefers tathe amounts an insuréaidividual pays for health care services included under his or her health
plan. A plari sostsharing may include deductibles, -payments, and coinsuran€ostsharing requirements include
out-of-pocket limits, which cap the total amount an individual would have to pay (through deductiblesyroents,

and coinsurance) for covered services.t@hsring does not include premiums or amounts paid for services not
coveredby the plan.

%These amounts are indexed for inflation an dstaipng$t ed annua
Revenue Procedure 2082, athttps://mww.irs.gowpubirs-droptp-20-32.pdf(hereinafter, IRRevenue Procedure
202032).

57 Ibid. These amounts are indexed for inflation and adjusted annually.
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remote-care services provided on or after January 1, 2020s provision was intended to increase health care
access for HSAjualified HDHP enrollees who may have COVI1D and toprotect other patients from potential
exposure As such, if an HSAualified HDHP plan administrator initially responded to the COMI® pandemic by
providing telehealth services withouta deductible, enrollees of that plan would notlose their HSA eligibility g
result of that decision.

The second rule specified th&dr plan years beginning on or before December 31,2021, telehealth and other
remote carewould not beconsidered disqualifying health coveraat would prevent an otherwise eligible
individual frombeing considered HSAligible.As such, and under this rule, individuals could be enrollechin a
HSAeligible HDHP andh a separate telehealth policy astll would beeligibleto contributeto their HSAs.

Source: | RC A223 (c) (29Guiddn&Bder 8125CHfétdlia Plans and Related to High
Deducti bl e Heal t h29,Bthttpsy/ewwirs.ghpublis-drep/n2®2®.0df and U.S.
Congress, Senate Committee on Finance, Carairus Aid, Relief, and Economic Security Act Subtifle D
Finance Committee Sectiely-Section, committee print, 116Cong., 2dSess., at
https://www.finance.senate.gmmd/mediad o)c/CARE S%20Act%20Sectiby-
Section%20%28Finance%20Health%29.pdf

Not all HDHRsalafecFibSrADHDd prhbaayn meet t heudeductibl
ofpocket 1 1mibtutr engauyi eceobvbearn snporre vent i ve care servi
services beforegtht hepdaeduwoublde niogudbkt fcioends i I3 H Pe, d
even though it 1is a plan with a high deductible

AnHS &£ 11 gible HDHP nsapyo bsco raanch gmlpatme hoars ed direct ly
individual (1.¢e., in the individual mar ket ) .

HSA Interactions with OtherTax  -Advantaged Arrangements

Individuals cannot retain the abjlto contribute to an HSA if they are enrolled in both an H®&figible HDHP and
disqudifying coverageDisqualifying coveraggnerallyis considered any health plan thatis not HDHP and that
provides coverage for any benefit covered under the HDHIRalth FSAsndhealth reimbursement arrangement]
(HRA9 that reimburse any medical expses (including cogtharing)yenerallywould fall within the definition of
disqualifying coverads such, an individual would not be considered Hdigible ithe or shewere enrolled in
both an HSAeligible HDHP and a health FSA.

However, FSAs an#iRAs can be offered itHSAcompatible wag which would notprecludeHSA eligibility The
following FSAs and HRAs are considered H®patible:

e Limited -Purpose FSA or HRA. These arrangements can pay or reimburse only preventive care expe
andbenefits forcoverage or insurancander which substantially all coverage relates to liabilities incurred
under worker compensation laws, tort liabilities, or liabilities related to ownership or use of property (s
as automobile insurance)pverage orinsurance for a specified disease or illnessyerage orinsurance that
pays a fixed amount per day other period of hospitalizationandcoverage or insurance faccidents,
disahlity, dental careyision care, and telehealth and other remote carer (flan years beginning before
2022).

e Suspended HRA . Thisarrangementdoes not pay or reimburse for any medical expenses during a
suspensiorperiod, except for those services that can be paid or reimbursed by a linptegbose HRA. An
individual may suspdran HRAprior to the start of the HRA coverage perigdas a result, théndividual
would be HSAeligible during the suspension period.

e Post-deductible FSA or HRA . These arrangements reimburse medical expersdp after the annual
HDHP deductible has beemet.

e Retirement HRA . This arrangement pays or reimbursesly thosemedical expenses incurred after
retirement. After retirement, an individual would no longer be eligible to contribute to an HSA.

e  Premium -Only HRA . Thisarrangement reimburgonly premiums for health insurance coverage.

e Combinations of These HSA-Compatible Arrangements . For example a limitedpurpose/post
deductible FSA.

HSAeligible mdividuad who also enrollin any of these HSAompatible taxadvantaged arrangements would retg

their HSA eligibility
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Source: | RS, 0Section 223:flHretaé¢ it &c tSiaovn nvgist PAcQ@tohuenrt st
Revenue Ruling 20045, athttps://www.irs.godubirs-drop/rr-04-45 .pdf IRS, Part IH Administrative,
Procedural and Miscellanedu®Qualified Small Employer Health Reimbursement Arrangembiutice 2017
67 athttps://www.irs.gogubirs-drop/n-17-67.pdf andIRS, Department of the Treasury, Employee Benefi
Security Administration, Department of Labor; Department of Health and Human Services, Centers for
Medicare & Medicaid Services (CMS), OHealBaded Re
Group Health Plans, 6 84 Federal Regi ster 289314

Contributions

Individuals, emmapyl ocyoenrtsr,i bourt ebtohtoh H§ Ay e gat e amount
ontributions is 5%Iunb j2eOc@th stamoa hatnr iabmuatnbedd 0 flbimmiitt.

se emneddlllye dc o wme, 200 gt e nd SBflamillleyd®omer age.

ividuals aged 55 and older who are not eligi
000 over the HSA .dboasta idmyg ubnéns pl menn-y ¢-axerch ctho ry epmc
gible " Whadrntvhhal uvaanisual contributionaljmsttsedare
yaltlhyy addit sfommlt tosnd ragdpad i and older are

| —==p S
(o]

[N IR I ¢
=5 =

Quali Mpidngapenses
Withdrawalarfr emelmPpAs from f edeurnarle iimbcuornsee ¢ a x e s
qualifyinge xmpeedfiescraslt hcea raec count holdpouseéeheandctohia
accountsdbpd d8rourr sHS A puadpdf p b n ge xnpeednirdeead] i nceadr e
thrawghrtheededbinitiohRGEGTIS éhe ¢ dadlls mecal rued eat
menstrual ®@ff et pe omdaditcsal e xRpCe MSs@adsB { mle)n,t ihoenaeldt hi n
insurance premiums generally are noeotuurpomssisder ed
Onltyhe following psrpeenciaiufmsecddan i ®mdidbreaagqeal i fied HSA

e [onfgercmr e insurance

e Health insurance premiums durindg bpyeriods of
federal ,1 aCWODBRA) g

e Health ipowscumiaamse during periods the individua
unenypndeont compensation

e For indidé8duahd algeder, any health insurance 7
Medicare Part B premiums) otHhRer than a Medic

S8 Employers ont ri but i ng t oareasubject ta ponpayability rutes, Where employers are required to
make comparable contributions to the accounts of similar categories célitfifle employees. Failure to do so
results in an excise tax on the employer contribution amount. Comparabliéisydo not apply to contributions made
through a cafeteria plan. 26 U.S§980G and 26 C.F.R54.4980G5.

591RS, Revenue Procedure 202Q.

60 | ndividuals who are eligible during the last month of the year are treated as if they had been elighse dotite

year and thus are allowed to contribute up to the annual Bmibng as the contribution is before the tax filing date of

the following yeaand the individual maintains eligibility for the duration of the subsequent tax year. For more

informat i on on t his excepti oGRS Repart"lR45271Health SavingsiAcdownis (HBAsSmi t s ” i n

61 |n this context, the termependenis as defined for tax purposes. See footridte
625 ¢ eMedical Care and Qualified Medical Expensés 26 U. S. C. §223(d) (2) .
63 As defined h §1882 of the Social Security Act.
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that received ¢ on tbfAicbcuotridbiRnSg ,Hitmapdnn oi med icwarrdmearl ss
mor e | 1ike kFiyn ctohmaen eilaordwecnradti vtiod ual and employer c¢con
tax r%%turns.

Withecetspo employee access to HSAs and based on
National Compensation Survey, dappdoxidaabtdy hddA%
t o 8 An HMar ¢c,h WwHWi2cOh 1is 1less thamwhthhad paercesmst ¢ ®e o
FSAs in the same yearmp lAayteoekhsddli wgmodbiettiedkm by vey,
those at sanaldet od dthEnddsnp | owyietehs h i gvheemo wa gleisk el y
than those wtio hh al vwtwoear Ef8whasgse s

641 RS, “Part III: Administrative, -2Pathtips/éwvdwins.govpublrsdnog/ Mi s cel l ane
n-04-2.pdf.

An i ndivi dacontihuecontribitingitaag HSA remains contingent on the individual maintaining HSA

eligibility.

66 Individuals may have more than one account, and account holders may not have been eligible to contribute to the

HSA at the time of the survey. Devenir Rasch,2020 YeatEnd HSA Market Statistics & Trends Executive Summary

March 3, 2021, aittps:/mmw.devenir.comvp-contentipload&®2020 Year-End DevenirHSA-ResearckReport
ExecutiveSummary.pdfDevenir conducts HSA research and provides investment advisory services to the HSA

industry.

67 These numbers are not mutually exclusive, nor do they represent the total number of H$AsreRdBA data
information, see “ HDHP En CRSIReport R4627Health SHvngs Attouints (HSAs)t i on ” i n
and IRS,Statistics of Income2018 Individual Income Tax Returns Line Item EstiesaP ublication 4801 (Rev. 69

2020), p. 202, anttps://mww.irs.govpublrs-pdf/p4801.pdf

68 CRS Report R4527 Health Savings Accounts (HSAs)
BLS, “Financial Benefits.?”
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Based on the 2017 Bureau wfatltabmrS 8t ad Yos tappr AN
of privately ewniptllo yheela lilindddi ipnl sd emdtidvishct chn’0@f0 1 7 .
t e e nrHbDiHPesda p mr 058% mnoaft eplryemptd elyed i1indA.viduals h e

a from the Joi on estim
e

at e on Ta
66.1 billion b F

xati
Y2024

702017 isthe most recent year with available data. Blz&8jonal Compensation Sun«Benefits Series IDs
NBU21500000000000020422, NBU21500000000000020432, NBU215000000000000204 35, October 4, 2018, at
https://www.bls.gowicsebsflata.htm

71U.S. Congress, Joint Committee on T axat®stimates of Federal Tax Expenditures for Fiscal Years 22024

committee print, prepared by Joint Committee on Tiaka 116" Cong., 29sess., November 5, 2020, J@28-20, p.
33.
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Table 1. Summary of General Ru les for Health Care -Related Tax -Advantaged Accounts
(as applicable foraxyear202])

Health Flexible Spending
Arrangements (FSAS)

Health Reimbursement
Arrangements (HRAS)

Health Savings Accounts (HSAS)

Setting Up an Account

Eligibility

QualifyingHealth Insurance

AnnualCost-of-Living
Adjustments forQualifying
Health InsuranceDeductibles,

Employees of an employer that offers this Group Health Plan HRAs, ICHRAS,

benefit. Selemployed individuals are not
eligible.

None.

Not applicable

and Excepted Benefit HRAs: Employees
of an employer that offers this benéefit.
Former employees of an employer that
offers this benefit to former employees.
Selfemployed individuals are not eligible.

QSEHRAS: Generally, employees of a
small employer tiypically fewerthan50 fult
time or fulttime-equivalent workers in the
prior year) that offers this benefitSelf
employed individuals are not eligible.

Retiree -Only HRAs: Former employees
of an employer that offers this benefit to
former employees. Sedmployed
individuals are not eligible.

Group Health Plan HRAs: Any non
HRA group health insurance plan that
satisfies annuallimit and preventive servic
requirements.

ICHRASs: Any individual market coverage
that satisfies arumallimit and preventive
service requirementd,

QSEHRAS: Any health insurance plan tha
is considered minimum essential coverage

Excepted Benefit HRAs and Retiree -
Only HRAs: None.

Group Health Plan HRAs, ICHRAS,
and QSEHRASs: Not applicable (not

Individuals must have an H&figible
HDHP, mustnot have disqualifying health
coverag®, andcannotbe claimed as a
dependent on someon

An HSAeligible HDHP. Specificallyany
HDHP that (1) hasa deductible of at least
$1,400 for selonly coverage and $2,800
for famly coverage, (2) haan annual out
of-pocket maximum of $7,000 for setinly
coverageand $14,000 for family coverage,
and (3) provides onlprevertive care and
telehealth services without a deductible or
with a reduced deductibleOut-of-pocket
limits do not include premiums.

Yes; adjustments based on tBeCPFU.
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Health Flexible Spending
Arrangements (FSAS)

Health Reimbursement
Arrangements (HRAS)

Health Savings Accounts (HSAS)

Co-payments, an@ther
Monetary Provisions

IndividualChoice of Fnancial
Institution or Trustee
Administering Accounts

None.

assoclated with aninsurance policy with
particular costsharing requirements).

Excepted Benefit HRAs and Retiree -
Only HRAs: Not applicable

All HRAs: None.

Individuals can establish an account with ¢
qualified trustee (bank, insurance compan
or IRSapproved IRA or Archer MSA
trustee)9

Contributing to an Account

Source ofContributions

TaxSatus of Contributions

AnnualContribution Limits

Generally, by employee (through a salary
reduction agreement). Employers als@my
contribute.

Employee contributions are made on a
pretax basishrough an employer
contributions are not included as income
and do not have employment or federal
income taxes withheld.

Employer contributions are not included as
income.

As typically offered as a limited excepted
benefit, individual limiof $2,750 a yeaper
employer. Employers may set lower limits.

All HRAs: Only by employer.

All HRAs: Employer contributions are not

included as income.

Group Health Plan HRAs, ICHRAS,
and Retiree -Only HRAs : No statutory
limit for employer contributions.

Eligible individuals, and employers, family
members, and other individuals may make
contributions to h&n
or her behalf.

If offered, eligible employees may make
contributions throughtheir employer viaa
salaryreduction agreement.

Individual contributions made outside of ai
employment setting are deductible on
account hol devedit t a
account holder does not itemize
deductions.

Employee contributions made on agtax
basisthrough an employerare not included
as income and do not have employment o
federal income taxes withhel@retax
employee contributionsire not deductible
on account holderds

Employer contribtions are not counted as
income andarenot deductible on account
holderd6s tax return

$3,600for selfonly coverage and $200
for family coverage.
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Health Flexible Spending
Arrangements (FSAS)

Health Reimbursement
Arrangements (HRAS)

Health Savings Accounts (HSAS)

AnnualCost-of-Living
Adjustments forContribution
Limits

TaxSatus ofInterest Earned
on AccountAssets

Allowable Rollovers from
Other Tax-Advantaged
Accounts

Employer contributions cannot exceed the
amountof the employee contribution to
the FSA, unless the employee contributes
less than $500 to the FSA, in which case
the employercan contribute up to $500.

Yes; adjustmats based orthe C-CPFU.

Not applicable (account balances may not
be invested).

None.

QSEHRAS: $5,300 for selfonly coverage
and $10,700 for family coverafe.
Employers may set lower limits.
Excepted Benefit HRAs: Individual limit
of $1,800 a year peemployer. Employers
may set lower limits.

Group Health Plan HRAs, ICHRAS,
and Retiree -Only HRAs: Not applicable.

QSEHRAs and Excepted Benefit
HRAs: Yes; adjustments based on the
C-CPIHU.

All HRAs: Not applicable §ccount
balances may notbe invesjed

All HRAs: None.

Account holderswho are at least 55 years
of ageand arenot enrolled in Medicare
may contribute -apoda
contribution of $1,000.

Generally yes; adjustments based on the
C-CPlU. The-updatctohtri
not annually adjusted.

Not taxed.

One rollover from an Archer MS/Aor
another HSA in a ongear period, which
does not count toward contribution limit.
One rollover from a traditional or Roth
IRA ina lifetime, which counts toward
contribution limit9

Withdrawing Funds from an Account

When FundsAre Available

QualifyingHealth Insurance
Enrollment Necessary for
Withdrawal

QualifyingMedicalExpenses

All fundsare available on the first day of tt
plan year.

Not applicable.

Most unreimbursedmedical expenses
included in IRC §213(d) and menstrual cal
products.

All HRAs: Fundsare availab&s they are
deposited.

Group Health Plan HRAs, ICH RAs,
and QSEHRAs: Employee and others
covered by the HRA must be enrolled in
qualifyinchealth insurance.

Excepted benefit HRAs and retinbe HRAS
Not applicable.

Group Health Plan HRAs: Most
unreimbursedmedical expenses included il
IRC 82B(d), including health insurance
premiums, and amounts paid for loterm-
care coveragk.Menstrual care products

Funds are available #sey are deposited.

No.

Most unreimbursedmedical expenses
included inlRC 8213(d), including amounts
paid forlong-term-care coveragé;, health
care continuation coverage redred under
federal law (e.gCOBRA ™ health

CRS-18



Health Flexible Spending
Arrangements (FSAS)

Health Reimbursement

Arrangements (HRAS) Health Savings Accounts (HSAs)

Ability of Employer toFurther
Restrict QualifyingMedical
Expenses

QualifyingMedicalExpenses
Incurred byWhich Individuals

May notbe used for health insurance
premiums, long-term-care coverage or
expense$,or amounts covered under
another health plan

Employers may impose additional
limitations on whatis considered a
qualifying medical expense.

Enployee,e mp | o gpeuséand
dependents and empl oyeet
the ageof 2790

alsoare considered a qualifying medical
expense.

May not be used to purchase individual
market coverage.

ICHRAs , QSEHRAs, and Retiree -Only
HRAs: Most unreimbursedmedcal
expenses listed in IRC §213(d), including
health insurance premiurhsand amounts
paid for longterm-care coveragk.
Menstrual care products alsare
considered a qualifying medical expense.

Excepted Benefit HRAs: Most
unreimbursedmedical expenses qualified k
IRC 8213(d), including amounts paid for
health care continutdon coverage (e.g.,
COBRA,M™ and generally, shorterm,
limited-duration insurancé.Menstrual care
products alsoare considered a qualifying
medical expense.

May not be used for Medicare premiums
or, generally, individual health insurance
coverage premiums or group healthapl
premiums.

Insurance for those receiving
unemployment compensation under feder:
or state law and if theaccountholder is 65
years of ager older, Medicare and other
health care coverage (excluding Medigap
and other private Medicare supplemental
insurance). Menstrual care products also
are considered a qualifying medical expen

May not be used for health insurance
premiums no mentioned above.

All HRAs: Employers may impose
additional limitations on what is considerec
a qualifying medical expense.

Not possible.

Account holderanda c count hol

spouse andlependent$

Group Health Plan HRAs, IRCHRAS,
and Excepted Benefit HRAs: Employee
(current and former),e mp | o gpeusd s
anddependentgincludinghose of
deceasecemployees) and
children undetthe ageof 27°

QSEHRAS: Current employee, spouse
anddependent®of the employee (including

empl
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Health Flexible Spending
Arrangements (FSAS)

Health Reimbursement
Arrangements (HRAS)

Health Savings Accounts (HSAS)

TaxSatus ofNonmedical
Withdrawals

Nonmedical withdrawals generally are not
permitted.

those of deceased employeegnd the
empl oyeeds ¢heageotl27® n

Retiree -Only HRAs: Former employee,
f or mer e sppus®andepéndents
(includinghose d deceased employees)
and for mer empl oyhee
ageof 279

All HRAs: Nonmedical withdrawals
generally are not permitted.

Nonmedical withdrawals aregomitted but
must be counted as income and generally
are subject toa 20% penaltyax?P

Closing an Account

Length ofTime FundsAre
Available

Carryover ofUnusedFunds

Portability ofAccount

Generally, one year.

In general,imited amounts may be carried
over, at empldoyer 8s

In light of the COVIDB19 pandemic and
recession, hunused balancesaybe
carried over, a t, framm
FSAs thatend in 2020 and 2021

In general, ay amounts in the account are
forfeited when an employee separates froi
the employer, although extensions for
those mvered byCOBRA sometimes
apply?

In light of theCOVID-19 pandemicand
recession,individuals who stop participatin
in an FSA (e.g., as a result of terminatiam)
2020 and 202aycontinue to access
unused balancehrough the FSA plan year
at employefds discr

All HRAs: Employers have discretion and
may specify a period of less than one yeal

All HRAs: Unused amounts generaligay
be carried over indénitely, although
employers maylimit the amount that can
be carried over.

QSEHRAS: Carried-over amountscount
toward the annual contribution limit.

Excepted Benefit HRAs: Carried-over
amounts do notcount toward the annual
contribution limit.

Group Health Plan HRAs, ICHRAS,
Excepted Benefit HRAs , and Retiree -
Only HRAs: Unless the employer has
determined otherwise, amounts in the
account are forfeited when an employee
separates from the employer, although
extensions for those covered by COBRA
sometimes apph.

QSEHRASs: Any amounts in the account
are forfeited when an employee separates
from the employer.

Indefinitely.

Full amount may be carried over
indefinitely.

The accountand account funds remain wi
the individual if the individual changes
employers or leaves the workforce.
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Source: Congressional Research Service (CRS) analyf®@§8.05, 106, 125223, and 9831(d) and othHRSsources(available upon request to congressional clients)

Notes: To facilitate easy reading, the teratcounts often used in thisableto refer collectivelyto both certain taxadvantagedccountandcertain taxadvantaged
accountsarrangementsCOVID-19 = Coronavirus Disease 2019:CPFU =Chained Consumer Price Index for All Urban Consumers; COBR®&ansolidated Omnibus
Budget Reconciliation ¢k of 1985(P.L. 99272) continuation coverag¢iDHP = highdeductible health planCHRA = individual coverage health reimbursement
arrangementIRA = individual retirementarrangement; IRC = Internal Revenue Code; IRS = Internal Revenue Séndde= medical savings account; REHRA =
gualified small employer health reimbursement arrangement.

a. Employers may exclude employees who have not completed 90 days of servitéhegmployer are younger than 2%ears of agerior to the plan yearare part
time or seasonal employeeare covered by a collective bargaining agreemiéritealth benefits were the subject of goddith bargainingnd are nonresident aliens
with no earned income from sources within the United States.

Disqualifying coveraggnerallyis considered any health plan thatis notldDHP and that provides coverage for any ben#fiatis covered under the HDHP.
Group health plan HRAs also can be integrated with Medicare and TRICARE plans, if certain conditions are met.

ICHRASs also can be integrated with Medicare, if certain conditions are met.

Minimum essential coveragethe term is defined at 26 U.S.C. 86@(f).26 U.S.C. 8106(g). Most types of comprehensive coverage are considered minimum
essential coverage, including public coverage, such as coverage under programs sponsored by the federal governmeritdielgMétichre), as well as private
insurane (e.g., employesponsored insurancédividual insurance).

f.  The ability to cover telehealth services before the deductible is a temporary flexibility that was incorporated in respahseCtOVID-19 pandemic and
corresponding recession. Itapplies t®HPs with plan years that begin on or before December 31, 2021.

g. Ingeneral, Archer MSAs can be thought of as an older, mestictive version of HSAs that are similarly paired with certdibHPs Since December 31, 2007,
individuals generally have natédn able to open new Archer MSAaxcept for limited instances. As a result, few Americans currently and actively contribute to
these types of accounts.

h. These amountsare prorated for partyeareligible individuals.

i.  These amounts may be prorated fpart-yeareligible individual$Vhere applicable, these annuallimits must be reduced by the amount of any contributions
individuals make to their Archer MSAs duringthesameywaoy t he amount of any dir ecSA fren@amatitonabouRothéRi.s t o an i nd

o o 0 o

j.  The contribution is zero for individuals entitled to Medicare benefits

k. Longterm-care insurance is private insurance designed to protect against the risk associated with the potential cost of finanosigedrpgterm-care sevices
and supports.

. For QSEHRASs, reimbursements forpet ax premiums for group health plan coverage sponsored by an
income

m. In 1985, Congress enacted legislation to provide some former employeesotempr vy access t o their former employersd healt
Consolidated Omnibus Budget Reconciliation Act of 1985 (COBRA. 99272), an employer witl20 or more employees must provide the option of continuing an
individual 86s heal t h 0&cgooupcheatiyiresurance glanrif the ihdévidualrexptriencgmadifying ever@ualifying events include, for the
employee, termination or redu@in in hours of employment (for reasons other than gross misconduct). Qualifying events inclutlenfer e mpspausesand s
dependent children, the death of the covered empl oyee, elgble fooMedimre,amnd theend a | separ
of a childds dependency un drermore informatie ron GABRA cardituation covaerage, s8R $ Report R40IL4Heajth Insurance
Continuation d®@erage Under COBRA
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n. Shortterm, limitedduration insurance (STLDI) is coverage generally sold in the individual market that must have a specified expiratiorn isldgeshian 12
months after the original effective date of the contract and that aztast longer than 36 months, taking into account renewals or extensiBasmore
information on STLDI, see STLDI section@RS In Focus IF1135®8pplicability of Federal Requirements to Selecte€bleatije Arrangements: An Overview

0. In this context, the termdependenis as defined for tax purposea. dependenis either (1) a qualifying child or (2) a qualifying relative. There are several tests to
determine whet her a squalifyidgichild at relaive. Fosmom inforenatign asgeeApendix B8RS Report R4499&hild and Dependent Care
Tax Benefits: How They Work and Who ReceivesTEhbmically, the individual must esthbe (1)th e t a x p ay e r 6(8)andndiyideal whenthe ta>payer
could have claimed as a dependentceptthat (a) the individudlas gross income that equals or exceets personal exemption amount ($4,300 in 2021,
according to the IRS); (b) thindividuafiles a joint return or (c) theindividualor his or herspouse, if filing jointly) could be claimed as a dependent on another
taxpayerds return.
The penalty tax does not apply gases of disability, death, after an account holdeattainsthe ageof 65.

g Balances remaining at current yea(rd)s ceanrdr ineady dveer( 1f)orf o2 1J emd retdh ¢ oa fttheer eamprl rogretr
expenses for the current yeaor (3) carried over to reimburse qualifyinmedical expenses for thelfmhing year, subject to a $%8imit in 2020 plan year funds
The employer must choose one option that will apply to all employees.

r.  Thistemporary flexibility was provided in the Consolidated Appropriations Act, 202LL.(116260). For more information on all flexibilities provided by this act,
see | RS, O0Additional Rel i elD)Urderdl 2Go Car &\ ier u 202PIibsathips:/@wwNrEdo\@ub Bs-drap/n-21-15.pdf
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